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AUDITING STANDARDS BOARD (ASB) MEETING
April 25-27, 2006
Atlanta, GA
MEETING ATTENDANCE
ASB Members
John Fogarty, Chair (except Tuesday)
Harold Monk, Jr., Vice Chair
Barton Baldwin (except Thursday)
Gerald Burns
Craig Crawford
Bob Dohrer
George Fritz (except Thursday)
Jim Goad
Dan Goldwasser
Jim Lee (except Thursday)
Wanda Lorenz (absent)
Dan Montgomery
Keith Newton (absent except SAS 60 discussion)
Pat Piteo
Doug Prawitt
George Rippey
Lisa Ritter
Diane Rubin (except Thursday)
Scott Seasock
AICPA Staff
Chuck Landes, Vice President, Professional Standards and Services
Mike Glynn, Technical Manager, Audit and Attest Standards
Ahava Goldman, Technical Manager, Audit and Attest Standards
Judith Sherinsky, Technical Manager, Audit and Attest Standards
Sharon Walker, Technical Manager, Audit and Attest Standards
Observers and Guests
David Brumbeloe, KPMG
Michael Umscheid, Harbinger, PLC
Abe Akresh, Government Accountability Office
Julie Anne Dilley, PriceWaterhouseCoopers
Diane Hardesty, Ernst & Young
Jennifer Haskell, Deloitte & Touche
Jan Herringer, BDO
Maria Manasses, Grant Thornton
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Walt Conn, KPMG
Mary Ann White, PPC
Mark Taylor, SEC
CHAIR AND STAFF REPORTS
Mr. Fogarty and Mr. Landes provided updates on matters relevant to the ASB.
AGENDA ITEMS PRESENTED AT MEETING
1.

Related Parties

Mr. Fritz, Chair of the Related Parties Task Force (the “Task Force”) led a discussion of a
proposed SAS, Related Parties.
The ASB considered the proposed SAS and expressed reserved support for the Task
Force’s approach to the draft document. In response to the Task Force’s concerns
regarding the organization of proposed SAS, the ASB stated that it would consider the
issue during its discussion regarding clarity of standards.
The ASB also considered the Task Force’s treatment of “routine” and “non-routine”
related party relationships and transactions. The International Auditing and Assurance
Standards Board’s Exposure Draft of proposed International Standard on Auditing 550
(Revised), Related Parties, on which the proposed SAS is based emphasizes “nonroutine” transactions in risk assessment. In the development of the draft SAS, the Task
Force strove to balance “routine” transactions with related parties with “non-routine”
transactions. The Task Force believes that risk assessment should include the possibility
of not identifying or disclosing transactions that may be considered “routine.” The ASB
agreed with the Task Force’s treatment.
The ASB provided the Task Force with certain additional edits and comments. Those
edits and comments will be reflected in the next draft that the Task Force presents to the
ASB.
2.

Quality Control

Mr. David Brumbeloe, chair of the Quality Control Standards Task Force (Task Force),
led a discussion of the ASB on the proposed Statements on Quality Control Standards
(SCQS) No. 7, A Firm’s System of Quality Control. An objective of the revision is
convergence of the extant SQCSs with International Standard on Quality Control (ISQC)
1, Quality Control for Firms that Perform Audits and Reviews of Historical Financial
Information, and Other Assurance and Related Services Engagements. The proposed
Statement would supersede the extant SQCSs.
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The ASB considered the proposed draft and directed the task force to:


Define engagements covered by this statement by reference to the body of
literature rather than the engagement type.



Define the terminology used in the proposed statement to describe the degrees of
responsibility that the requirements impose on the firm or the practitioner,
consistent with the provisions of SAS 102 and SSAE 13



Revise the definitions of engagement team, personnel and staff, and address the
classification of specialists in consideration of the independence rules.



Reconsider the deletion of certain guidance included in ISQC1.



Revise the guidance on compensation.



Remove the section on “Ownership of Engagement Documentation.”

The ASB requested that the task force undertake a comparison of the bold text
requirements and present tense statements in ISQC1 with the equivalent requirement of
the proposed statement, and provide the ASB with an explanation of any divergence from
a bold text requirement. The ASB also requested the task force to consider whether any
revision of AU Section 161 is necessary to achieve convergence with the ISA 220,
Quality Control for Audits of Historical Financial Information. .
A revised draft of the proposed Statement will be presented to the ASB at its June 2006
meeting.
3.

Communications of Internal Control Related Matters Identified in an Audit

Mr. Michael Umscheid, Chair of the Internal Control Task Force, presented a draft of a
proposed SAS entitled, Communication of Internal Control Related Matters Identified in
an Audit. The proposed SAS had been revised to reflect comments made by the ASB
members at the January 2006 meeting. The proposed SAS will supersede SAS No. 60,
Communication of Internal Control Related Matters Noted in an Audit.
In response to the issues paper presented in the agenda materials, the ASB:


Confirmed its previous decision not to include a framework for evaluating control
deficiencies in the final SAS.



Agreed to use the term prudent official in the final SAS. A description of what is
meant by a prudent official should be included in the related audit guide.



Clarify the lead in to paragraph 22 to state “Each of the following is an indicator
that a control deficiency should be regarded as at least a significant deficiency and
a strong indicator of a material weakness in internal control.” No change was
made to the lead in to paragraph 21.
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Accepted the examples of factors that may affect the likelihood that a control
deficiency, or combination of control deficiencies, could result in a misstatement
in paragraph 12. The examples of factors that may affect the magnitude of a
misstatement that could result from a deficiency or deficiencies in internal control
was aligned with AS 2.



Recommended that the definition of the term “those charged with governance” be
moved from a footnote to paragraph 2.



Recommended that the second bullet in paragraph 23 be deleted. That bullet
requires the auditor to communicate with management and those charged with
governance significant deficiencies and material weaknesses identified by the
auditor at an interim date in the audit, that management has also not identified and
begun to correct at the interim date.



Agreed that the auditor should use the same language in a written communication
indicating that no material weaknesses had been identified in the audit, whether or
not significant deficiencies had been identified. That auditor may add a paragraph
that states that significant deficiencies were identified and communicated to
management.

Editorial changes were made to the proposed SAS to eliminate present tense statements
and therefore clarify whether there was an obligation on the auditor. The use of “should
consider” throughout the proposed SAS was reviewed and changed where necessary if
the intention was that the auditor should assess, determine, evaluate or conclude. Certain
other editorial changes were also made.
The ASB approved a motion to move the proposed SAS to ballot as a final standard.
4.

AT 501

In January 2006, the ASB issued an exposure draft (ED) of a proposed revision of
Chapter 5, “Reporting on an Entity’s Internal Control Over Financial Reporting,” of
Statement on Standards for Attestation Engagements (SSAE) No. 10, Attestation
Standards: Revision and Recodification, as amended. The ED incorporates certain
definitions and elements of Public Company Accounting Oversight Board Auditing
Standard No. 2, An Audit of Internal Control Over Financial Reporting Performed in
Conjunction With an Audit of Financial Statements, (AS2) that are relevant to nonissuers.
The Auditing Standards Board (ASB) discussed issues related to AT 501 to assist the task
force in finalizing the draft to be presented to the ASB at its June 2006 meeting. The
ASB:


Reaffirmed its earlier decision that an audit of an entity’s financial statements and
an examination of that entity’s internal control may be performed by two different
CPAs. No compelling arguments were presented to convince the ASB not to
allow different practitioners.
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Reaffirmed the option to report on the internal control over financial reporting of
a division, component or function of an entity, but determined that the standard
should not allow the auditor to opine on internal control over financial reporting
where the scope excludes certain accounts or processes (for example, reporting on
an entity’s internal control over financial reporting, except for controls over
income taxes.)



Agreed that if a material weakness is identified, it should be described in the
report and the internal control should be deemed “ineffective.” There were
differences of opinion regarding whether a disclaimer of opinion must issued or
whether an adverse opinion could be issued.



Agreed that the language for expressing an opinion on the design of a system not
yet implemented should focus on the “proposed design” rather than the
“suitability” of the design. The task force will review the report example to
determine if it is appropriate and add cautionary language to describe what it
means to test the proposed design.



Reaffirmed the decision not to include the framework for evaluating control
deficiencies in the standard.

The ASB is expected to vote to ballot the document for issuance as a final SSAE at its
June 2006 meeting with an effective date when the subject matter or assertion is as of or
for a period ending on or after December 15, 2006.

6.

Adjournment

The meeting adjourned at 1:00 pm. The next meeting is June 22-24, 2006.
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